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Barbara Klemstine Tel. 602-250-4563 Mail Station 9708
Director Fax 602-250-3003 PO Box 53999
Regulation & Pricing e-mail Barbara.Klemstine@aps.com Phoenix, Arizona 85072-3999

December 21, 2007

Mr. Ernest Johnson

Director, Utilities Division
Arizona Corporation Commission
1200 West Washington Street
Phoenix, Arizona 85007

RE: Arizona Public Service Company’s Renewable Energy Standard implementation Plan
Docket No. E-01345A-07-0468

Dear Mr. Johnson:

In its Distributed Energy Administration Plan, currently before the Commission for approval in the Docket reference
above, APS had proposed that Total Project Costs include financing charges for purposes of calculating caps on
commercial distributed energy incentives. During recent discussions with interested Stakeholders, it came to our
attention that some Stakeholders do not wish to disclose financing charges even though it will result in a lower cap
for the total in incentive payment.

APS sent a letter to Mr. Rick Gilliam of SunEdison on December 21, 2007, stating that APS would not require the
disclosure of financing charges, but rather make it optional for customers. The incentive cap would however only
apply to the project costs that were disclosed. APS is also requesting that the portion of the Distributed Energy
Administration Plan in question be modified to reflect the Stakeholders concerns. The change requested is shown
in the attached page from the Distributed Energy Administration Plan and only involves changing the word “must”
to “may” in Section 6.4 on page 18 of the Plan. Also attached is a copy of the letter sent to Mr. Gilliam for your
reference.

If you or your staff have any questions about the enclosed information, please call Jeff Johnson at 602-250-2661.

Sincerely,

WM/SL

Barbara Klemstine

e Arizona Corporation Cnmm‘i‘ssmn
Attachments D O (: i\ ;; ; - D
CC: Ray Williamson o ‘
Brian Bozzo DEC 21 7007
Terri Ford R T
Barbara Keene SRR V\
Parties of Record &L‘_ L

|

Docket Control




David L. Deibel

Principal Assistant City Attorney

City of Tucson — City Attorney’s Office
P.O. Box 27210

Tucson, AZ 85726-7210

"~ Fred Morse

Morse Associates, Inc.

236 Massachusetts Avenue NE
Suite 605 :
Washington, DC 20002

Scott S. Wakefield

Chief Counsel

RUCO

1110 West Washington, Suite 22
Phoenix, AZ 85007 :

Stephen Aheamn

Director

RUCO

1110 West Washington, Suite 220
Phoenix, AZ 85007

Jana Brandt

Kelly Barr

Regulatory Affairs and Contracts
Salt River Project

Mail Station PAB 221

P.O.Box 52025

Phoenix, AZ 85072-2025

Maria T. Courter

Future Forest, LLC

1630 East White Mountain Blvd.
Suite C-3

Pinetop, AZ 85935

Mark J. Skowronski, P.E.
Solargenix Energy, LLC

3501 %amboree oad, Suite 606
Newport Beach, CA 92660

C. Webb Crockett

Fennemore Craig

3003 North Central, Suite 2600
Phoenix, AZ 85012-2913

Attorneys for Arizonans Electric Choice
Competition, Phelps Dodge Mining
Company and ASARCO Incorporated

Major Allen G. Erickson
AFCES A/ULT

139 Barnes Drive, Suite 1
Tyndall AFB, FL 32403-5319
Attorney for Federal Executive
Agencies

Michael L. Kurtz

Boehm, Kurt & Lowry

36 East Seventh Street, Suite
2110

Cincinnati, OH 45202
Attorneys for Kroger Company

Steven B. Bennett

City of Scottsdale

City Attorney’s Office

3939 North Drinkwater Blvd.
Scottsdale, AZ 85251

Joe McGuirk

ME Consultants

10202 North 58" Place
Scottsdale, AZ 85253

Brian Hageman, President
Deluge, Inc.

4116 East Superior Avenue, D3
Phoenix, AZ 85040

Jerry Payne

USDA Forest Service
Southwestern Region

333 Broadway, SE
Albuquerque, NM 87102

John Wallace

Grand Canyon State Electric
Coo erativet:h

120 North 44™ Street, Suite 100

Phoenix, AZ 85034

Michael W. Patten

Roshka, DeWulf & Patten
One Arizona Center

400 East Van Buren, Suite 800
Phoenix, AZ 85004

Attorneys for Tucson Electric
Power and UNS Electric, Inc.




Diane Vosick

Tom O’Halleran

Co-Chairs

Governor’s Forest Health Oversight
Council

Office of the Governor

1700 West Washington

Phoenix, AZ 85007

Daniel Musgrove

Universal Entech, LLC

5501 N. Seventh Avenue, PMB 233
Phoenix, AZ 89013

Adam B’rownin%

The Vote Solar Initiative
182 Second Street, Suite 400
San Francisco, CA 94105

Edward Z. Fox

Vice President, Communications
Environment and Safety

Arizona Public Service Company
P.O. Box 53999, MS 9085
Phoenix, AZ 85072-3999

Barbara Klemstine

Director of Regulatory Affairs
Arizona Public Service Company
P.O. Box 53999, MS 9708
Phoenix, AZ 85072-3999

Elizabeth C. Archuleta, Chairman
Coconino County Board of Supervisors
219 East Cherry Avenue

Flagstaff, AZ 86001-4695

Jerry Brownlow

County Supervisor District IV
Navajo County Board of Supervisors
P.O. Box 668

100 East Carter Drive

Holbrook, AZ 86025

Tom Alston

Sale, Government Relations
Amerecian Solar Electric

3008 North Civic Center Plaza
Scottsdale, AZ 85251

Michael Grant

Gallagher & Kennedy, P.A.
2575 East Camelback Road
Phoenix, AZ 85016

Attorneys for Arizona Electric
Power Cooperative, Duncan
Valley Electric Cooperative,
Graham County Electric
Cooperative, Mohave Electric
Cooperative, Navopache Electric
Cooperative, Trico Electric
Cooperative, Sulphur Springs
Valley Electric Cooperative and
Grand Canyon State Electric
Cooperative Assoc.

Jeff Deyette

Union of Concerned Scientists
2 Brattle Square

Cambridge, MA 02238-9015

Dianne E. Brown

Executive Director

Arizona PIRG Education Fund
130 North Central, Suite 311
Phoenix, AZ 85004

Kevin A. Davidson
3162 Courtney Avenue
Kingman, AZ 86401

Amy LeGere
President
NetGenuity

4850 Reata Road
Flagstaff, AZ 86004

Bruce Plenk

Renewable Energy Consultant
2958 North St. Augustine Place
Tucson, AZ 85712

Mike Billotte

United Dairymen of Arizona
P.O. Box 26877

Tempe, AZ 85285-6877

E. Kenneth May

President

Industrial Solar Technology
Corporation

4420 Mclntyre Street
Golden, CO 80403




Hiram B. Smith, President

Greater Flagstaff Forests Partnership
1300 South Milton Road, Suite 218
Flagstaff, AZ 86002

Valerie Rauluk, Director

Greater Tucson Coalition for Solar
Energy

P.O. Box 42708

Tucson, AZ 85733

Robert Baltes, President

Distributed Energy Association of
Arizona

P.O. Box 10594

Phoenix, AZ 85064

Robert B. Liden

Executive Vice President/General
ManagEer

Stirling Energy Systems

Biltmore Lakes Corporate Center

2920 East Camelback Road, Suite 150

Phoenix, AZ 85016

Douglas V. Fant

Distributed Energy Association of
Arizona

3655 West Anthem Way

Suite A-109, PMB 411

Anthem, AZ 85086

Alberta Ti peconnic

Assistant Director

Inter Tribal Council of Arizona
2214 North Central, Suite 100
Phoenix, AZ 85004

Wayne Byrne

Managing Director
Foresight Energy Company
692 Haight Street, Suite B
San Francisco, CA 94117

Scott Higginson

Executive Vice President

New Mexico and Arizona Land
Company

3514 East Presidio Circle

Mesa, AZ 85213

Copies sent on the 24‘ day of

December, 2007.

~
N
A

—

Robert E. Walkup

Mayor

City of Tucson

P.O. Box 27210

Tucson, AZ 85726-7210

Arturo Riberta

Atlantis Energy Systems, Inc.
9275 Beatty Drive, Suite B
Sacramento, CA 95826

Jessia Youle

Sr. Staff Attorney

Mail Station PAB300
P.O. Box 52025

Phoenix, AZ 85072-2025

Robert S. Lynch
Arizona Transmission Dependent
Utility

Group
340 East Palm Lane, Suite 140
Phoenix, AZ 85004-4529

Michael Neary
Ariseia

2034 North 13™ Street
Phoenix, AZ 85001

Jan Miller

Salt River Project

1600 North Priest Drive
Tempe, AZ 85281

David Berry

Western Resource Advocates
P.O.Box 1064

Scottsdale, AZ 85252-1064

Tim Hogan
Arizona Center for Law in the
Public

Interest
202 East McDowell Road
Suite 153
Phoenix, AZ 85004




M A subsidiary of Pinnacle West Capital Corporation

Barbara D. Lockwood, P.E. Tel. 602-250-3361 Mail Station 9674
Manager, Renewable Energy Fax 602-250-2753 PO Box 53999
| e-mail Barbara.lockwood@aps.com Phoenix, Arizona 85072
| December 21, 2007
Rick Gilliam
Managing Director, Western States Policy
SunEdison
580 Redstone Drive

Broomfield, CO 80020

RE: Arizona Public Service Company’'s Renewable Energy Rules Implementation Plan;
Docket No. E-01345A-07-0468

Dear Mr. Gilliam,

As you requested, APS is providing an interpretation of its Distributed Energy Administration Plan
("DEAP"), Section 6.4 Incentive Caps relating fo the disclosure of project financing costs. Specifically,
you have raised questions about the following provision, specifically the highlighted language:

“A PBI cannot exceed 60% of the “real project cast” for the DE system. Real project costs are
defined as the undiscounted total system cost plus “acceptable financing” charges. Acceptable finance
charges are finance charges used for the PBl incentive cap calculation and cannot exceed the current
prime interest rate plus 5%. Financing charges must be disclosed as part of the commissioning
package, if not disclosed before. The PBI incentive cap will decline in the third year of the program to
55% of the real project cost, and the cap will decline further to 50% of the real project cost in the fifth year
of the program and beyond.” [Emphasis added.)

Based on our discussions, APS now understands there are concerns from several stakeholders about
disclosing financing costs, even to APS confidentially, due to their competitive and confidential nature.
While the paragraph clearly states that “financing charges must be disclosed”, APS will-not require that
disclosure to finalize reservations and begin processing payments, unless the Arizona Corporation
Commission directs us otherwise . However, the declining caps noted in that paragraph (60% Year 1,
55% Year 3, 50% Year 5) would then apply to only the disclosed project costs. APS will continue to
review those disclosed costs to determine that only costs directly associated with the installation of the
equipment necessary to produce solar energy to generate electricity to heat and/or cool building interiors
or to provide hot water are included.

APS will file a copy of this letter with the Commission's Docket Control and will request that the language
in that paragraph in the Company's proposed DEAP be changed to reflect that financing charges “may”
be disclosed instead of “must” be disclosed. If you should have any further questions please do not
hesitate to contact us.

Sincerély,
oN BBMMF ©oF

Barbara D. Lockwood
Manager, Renewable Energy
Arizona Public Service




ATTACHMENT B

e. Once funds have been reserved for a lot, no future reservation may be-applied to that lot
or the same technology until the original reservation has expired.

6.3 Standardized Incentives

The incentives levels provided as part of this Plan were collaboratively developed, and, in part,
were created to help or expand incipient markets for DE, taking into account each technology’s
specific market conditions, and placing a portion of the cost on the Participant. Incentive levels
are provided in accordance with the applicable year project incentive matrix included as Exhibit
1.

6.4 Incentive Caps

DE incentives can be applied to systems designed to serve only the typical load of the
Participant. The assessment of that typical load does not preclude the periodic production of
electricity in excess of the Participant’s demand. Under some circumstances it is understood that
select Participant installations will be designed to serve loads greater than that of the Participant.
Under those circumstances, the incentive will be applied only to the fraction of the generation
that is used to serve the typical Participant load. The DE incentives were developed separate and
apart from other utility program incentives, such as those for demand side management projects.
Systems are not eligible to receive DE incentives if incentives from other APS programs are
received.

A PBI cannot exceed 60% of the “real project cost” for the DE system. Real project costs are
defined as the undiscounted total system cost plus “acceptable financing” charges. Acceptable
finance charges are finance charges used for the PBI incentive cap calculation and cannot exceed
the current prime interest rate plus 5%. Financing charges sust may be disclosed as part of the
commissioning package, if not disclosed before. The PBI incentive cap will decline in the third
year of the program to 55% of the real project cost, and the cap will decline further to 50% of the
real project cost in the fifth year of the program and beyond.

Dealer’s and manufacturer’s incentives are capped at 50% of the system cost basis. Dealers
cannot include installation costs in the cost basis calculation. Dealers must provide verification
for the cost paid for each system component. Manufacturers cannot include their own
technology in the cost basis.

For residential solar hot water heating systems, Participants are required to contribute a
minimum of 15% of the “actual system cost.” The actual system cost will be calculated by
assuming the full application of all available federal and state incentives, regardless of the
Participant’s ability to realize any particular incentive; adding the Participant contribution (15%),
and finally adding the program incentive. If the incentive can be fully applied without exceeding
the actual system cost, the Participant will receive the full incentive amount. If the incentive
cannot be fully applied without exceeding the actual system cost, the incentive will be capped so
as not to exceed the system cost.

Page 18 of 23



